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“Income Taxes

uiility on bills paid more than 20-days after due date
is deductible as interest, in absence of evidence that
charge is for specific service performed in connection
with customer’s account. Rev_Rul 74-187 (1974)
1974-1 CB 48.

12. Marital payments

Unstated interest rule did not apply where husband
agreed to pay wife lump-sum payment in divorce
settlement for her inchoate marital rights, since 26
USCS §§ 71 and 215-controlled tax treatment of pay-
ments of obligations arising out of marital or family
relationship. Fox v United States (1975, CA3 Pa) 510
F2d 1330, 75-1 USTC § 9250, 35 AFTR 2d 710.

8§ 484-500. [Reserved for future use.]

26 USCS § 501

Unstated interest rule is not applicable to-install-

- ment payments made by one spouse 0 another under

marital property settlement agreement. Gammill v
Commissioner (1980) 73 TC 921, affd (1982, CA10)
710 F2d 607, 82-2 USTC q 9514, 50 AFTR 2d 5469.

Imputed interest rules do not apply to taxpayer’s

divorce settlement, and accordingly taxpayer is not

entitled to deductions for imputed interest attributable
to- periodic payments made by him. McCormick v
Commissioner (1987) TC Memo 1987-418, RIA TC
Memo { 87418, 54 CCH TCM 242 (criticized, in
Craven v United States (1999, ND Ga) 70 F Supp 2d
1323, 99-1 USTC § 50336, 83 AFTR 2d 1268).

SUBCHAPTER F. Exempt Organizations

Part
1. General rule.
II. Private foundations.

IMI. Taxation of business income of certain exempt organizations.

1V. Farmers’ cooperatives.

V. Shipowners’ protection and indemnity associations.

VI. Political organizations.
VII. Certain homeowners associations.
VIII. Higher education savings entities.

HISTORY; ANCtLLARY LAWS AND DIRECTIVES

Amendments:

In 1997, P.L. 105-34, Sec. 211(e)(1), substituted Part VIII for one which read: *“VIIL Qualified

State tuition programs.’.

In 1996, P.L. 104-188, Sec. 1806(b)(2), added Part VIIL

In 1976, P.L. 94-455, Sec. 2101(d), added Part VIL
In 1975, P.L. 93-625, Sec. 10(d), added Part V1.

“In 1969, P.L. 91-172, Sec. 101(j)(58), redesignated former Parts I, I1I, and IV as Parts 111, 1V,

and V, respectively and added new Part II.

PART I. GENERAL RULE

Sec.

501. Exemption from tax on corporations, certain trusts, etc.

502. Feeder organizations.

503. Requirements for exemption. )

504. Status after organization ceases to qualify for exemption under section
501(c)(3) because of substantial lobbying or because of political activi-
ties. . : _

505. Additional requirements for organizations described in paragraph (9), (17), or
(20) of section 501(c).

HISTORY; ANCILLARY LAWS AND DIRECTIVES
Amendments:

In 1987, P.L. 100-203, Sec. 1071 1(b)(2)(B), amended item 504.

" Prior to amendment, item 504 read as follows:

= * *4504. Status after organization ceases to qualify for exemption under section 501(c)(3) because
of substantial lobbying.”’."

In 1984, P.L. 98-369, Sec. 513(b), added the item for Code Sec. 505.
In 1976, P.L. 94-455, Sec. 1307(d)(3)(B), added the item for Code Sec. 504.
In 1969, P.L. 91-172, Sec. 101(j)(61), repealed item 504 relating to denial of exemption.

§ 501. Exemption from tax on corporations, certain trusts, etc.

(a) Exemption from taxation. An organization described in subsection (c) or (d) or section 401(a)
shall be exempt from taxation under this subtitle unless such exemption is denied under section
502 or 503.

(b) Tax on unrelated business income and certain other activities. An organization exempt
from taxation under subsection (a) shall be subject to tax to the extent provided in parts II, 111,
o
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and VI of this subchapter, but (notwithstanding parts I, III; and VT of this subchapter) shal| p,
considered an organization exempt from income taxes for the purpose of any law which refers ,
organizations exempt from income taxes. i )

(c) List of exempt organizations. The following organizations are referred to in subsection (a):
(1) Any corporation organized under Act of Congress which is an instrumentality of the Uniteq
States but only if such corporation— B
(A) is exempt from Federal income taxes— . '

(i) under such Act as amended and supplemented before July 18, 1984, or
(i) under this title without regard to any provision of law which is not contained in this
title and which is not contained in a revenue Act, or -
(B) is described in subsection (1).
(2) Corporations organized for the exclusive purpose of holding title to property, collecting

income therefrom, and turning over the entire amount thereof, less expenses, to an organiza.
tion which itself is exempt under this section. Rules similar to the rules of subparagraph (G) of
paragraph (25) shall apply for purposes of this paragraph.
(3) Corporations, and any community chest, fund, or foundation, organized and operateq
exclusively for religious, charitable, scientific, testing for public safety, literary, or educationa
purposes, or to foster national or international amateur sports competition (but only if no part
of its activities involve the provision of athletic facilities or equipment), or for the prevention
of cruelty to children or animals, no part of the net earnings of which inures to the benefit of
any private shareholder or individual, no substantial part of the activities of which is carrying
on propaganda, or otherwise attempting; to influence legislation (except as otherwise provided
in subsection (h)), and which does not participate in, or intervene in (including the publishing
or distributing of statements), any political campaign on behalf of (or in opposition to) any
candidate for public office.. : '

(4)(A) Civic leagues or organizations not organized for profit but operated exclusively for the
promotion of social welfare, or local associations of employees, the membership of which )
is limited to the employees of a designated person or persons in a particular municipality,
and the net earnings of which are devoted exclusively to charitable, educational, or
recreational purposes. : -

(B) Subparagraph (A) shall not apply to an entity unless no part of the net earnings of such
entity inures to the benefit of any private shareholder or individual. :

(5) Labor, agricultural, or horticultural organizations. ) o

(6) Business leagues, chambers of commerce, real-estate boards, boards of trade, or profes-

sional football leagues (whether or not administering a pension fund for football players), not

organized for profit and no part of the net earnings of which inures to the benefit of any private
shareholder or individual. PR

(7) Clubs organized for pleasure, recreation, and other nonprofitable purposes, substantially all

of the activities of which are for such purposes and no part of the net earnings of which inures

to the benefit of any private shareholder.

(8) Fraternal beneficiary societies, orders, or associations— :

(A) operating under the lodge system or for the exclusive benefit of the members of a

fraternity itself operating under the lodge system, and A

(B) providing for the payment of life, sick, accident, or other benefits to the members of

such society, order, or association or their dependents.

(9) Voluntary employees’ beneficiary associations providing for the payment of life, sick, ac-

cident, or other benefits to the members of such association or'their dependents. or designated

beneficiaries, if no part of the net earnings of such association inures (other than through such |
payments) to the benefit of any private shareholder or individual. '
(10) Domestic fraternal societies, orders, or associations, operating under the lodge System—
(A) the net earnings of which are devoted exclusively to religious, charitable, scientific,
. literary, educational, arid fraternal purposes, and ) <

~ (B) which do not provide for the payment of lifé, sick, accident, or other benefits.

(1) Teachers’ retirement furid associations of a purely local character, if-— 4
(A) no part of their net earnings inures (other thair through payment of retirernént benefits)
to the benefit of any private shareholder or individual, and : 3
(B) the income consists solely of amounts received from public taxation, amounts received
from assessments on the teaching salaries of mefbers, and income in respect of invest-
ments. : Pl SRSy : : oy

(12)(A) Benevolent life insurance. associations of ‘a purelylocal character, mutual ditch or ir
rigation companies, mutual or cooperative telephone companies, or like organizations; but
- only if 85 percent or more of the income consists of amounts collected from members for

the sole purpose of meeting losses and expenses. ' R
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(B) In the case of a mutual or cooperative telephone company, subparagraph (A) shall be
applied without taking into account any income received or accrued—
(i) from a nonmember telephone company for the performance of communication
services which involve members of the mutual or cooperative telephone company,
(ii) from qualified pole rentals,
(iii) from the sale of display listings in a directory furnished to the members of the
mutual or cooperative telephone company, or
(iv) from the prepayment of a loan under section 306A, 306B, or 311 of the Rural
Electrification Act of 1936 (as in effect on January 1, 1987).
(C) In the case of a mutual or cooperative electric company, subparagraph (A) shall be ap-
plied without taking into account any income received or accrued—
(i) from qualified pole rentals, or .
(ii) from the prepayment of a loan under section 306A, 306B, or 311 of the Rural
Electrification Act of 1936 (as in effect on January 1, 1987). . !
(D) For purposes of this paragraph, the term ‘‘qualified pole rental’’ means any rental of a
pole (or other structure used to support wires) if such pole (or other structure)—
(i) is used by the telephone or electric company to support one or more wires which are
used by such company in providing telephone-or electric services. to its members, and
(i) is used pursuant to the rental to support one or more wires (in addition to the wires
described in clause (i) for use in connection with the transmission by wire of electricity
or of telephone, or other communications. ‘ )
For purposes of the preceding sentence, the term ‘‘rental’” includes any sale of the right to
use the pole (or other structure). - A
(13) Cemetery companies owned and operated exclusively for the benefit of their members or
which are not operated for profit; and any corporation chartered solely for the purpose of the
disposal of bodies by burial or cremation which is not permitted by its charter to engage in any
business not necessarily incident to that purpose and no part of the net earnings of which inures
to the benefit of any private shareholder or individual. ,
_ (14)(A) Credit unions without capital stock organized and operated’ for mutual purposes and
without profit. 4 woeo, '
(B) Corporations or associations without capital stock organized before September 1, 1957,
and operated for mutual purposes and without profit for the purpose of providing reserve
funds for, and insurance of shares or deposits in— .
(i) domestic building and loan associations, Lalw -
(ii) cooperative banks without capital stock organized and operated for mutual purposes
and without profit, - T :
(iii) mutual savings banks not having capital stock represented by shares, or
(iv) mutual savings banks described in section 591(b)[.] ‘ i
(C) Corporations or associations organized before September 1, 1957, and operated for
mutual purposes and without profit for the purpose of providing reserve funds for associa-
tions or banks described in clause (i), (i), or (iii) of subparagraph (B); but only if 85 percent
or more of the income is attributable to providing such reserve fiinds and to investments.
This subparagraph shall not apply to any. corporation or association entitled to exemption
under subparagraph (B). :
(15)(A) Insurance companies or associations other than life (including interinsurers and recipro-
v~ cal underwriters) if the net awritten premiums (or, if greater, direct written premiums) for the
taxable year do not exceed $350,000. : . . :
(B) For purposes of subparagraph (A), in determining whether any company or association
is described in subparagraph (A), such company or association shall be treated as receiving
during the taxable year amounts:described in subparagraph (A) which are received during
- such year. by all other companies or associations which are members of the same controlled
group as the insurance company or association for which the determination is being made.
“(C) For purposes of subparagraph (B), the term ‘‘controlled group’* has the meaning given
such term by section 831(b)(2)(B)(ii). e . : :
(16) Corporations organized by an association subject to part IV of this subchapter or members
thereof, for the purpose of financing the ordinary crop operations of such members or other
producers, and operated in conjunction with such association. Exemption shall not be denied
any such corporation because it has capital stock, if the dividend rate of such stock is fixed at
not to exceed the legal ‘rate of interest in the State of incorporation or 8 percent per annum,
. whichever is greater, on the value of the consideration: for which the stock was issued, and if
substantially all'such stock (other-than nonvoting preferred stock,.the owners: of which are not
- entitled or permitted to participate, directly or indirectly, in the profits-of: the corporation, on
dissolution or otherwise, beyond thle fixed dividends) is owned by such association; or:members
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thereof; nor shall exemption be denied any such corporation because there is accumulated and

maintained by it a reserve required by State law or a reasonable reserve for any necessary

purpose.

(I7)(A) A trust or trusts forming part of a plan providing for the payment of supplementg|
unemployment compensation benefits, if— :

" (i) under the plan, it is impossible, at any time prior to the satisfaction of all liabilities,
with respect to employees under the plan, for any part of the corpus or income to pe
(within the taxable year or thereafter) used for, or diverted to, any purpose other thap
the providing of supplemental unemployment compensation benefits,

(ii) such benefits are payable to employees under a classification which is set forth ig
the plan and which is found by the Secretary not to be discriminatory in favor of
employees who are highly compensated employees (within the meaning of section
414(g)), and '

«(iii) such benefits do not discriminate in favor of employees who are highly compensated
employees (within the meaning of section 414(q)): A plan shall not be considered
discriminatory within the meaning of this clause metely because the benefits received

- under the plan bear a uniform relationship to the total compensation, or thebasic or
regular rate of compensation, of the employees covered by the plan..

(B) In determining whether a plan meets the requirements of subparagraph (A), any benefits

provided under any other plan shall not be taken into consideration, except that a plan shall

not be considered discriminatory— T

(i) merely because the benefits under the plan which are first- determined in a
nondiscriminatory manner within the meaning of subparagraph (A) are then reduced by
any sick, accident, or unemployment compensation benefits received under State or
Federal law (or reduced by a portion of such benefits if determined-in 3 nondiscrimina-
tory manner), -or : k36 X ] O .

(ii) merely because the plan provides only for employees who are not eligible to receive
sick, accident, or unemployment compensation benefits under State or Federal law the
same benefits (or a portion of such benefits if determined in a nondiscriminatory man-
ner) which such employees would receive under such laws if such employees were
eligible for such benefits, or . . i
(iii) merely because. the plan provides only for employees who are: not-eligible under
another plan (which meets the requirements of subparagraph (A)) of supplemental
unemployment compensation benefits provided wholly by the employer the same benefits
(or a portion of such benefits if determined in a nondiscriminatory manner) which such

* employees would receive under such other, plan if such employees were eligible under
such other plan, but only if the employees eligible under both plans would make a clas-
sification which would be nondiscriminatory within the meaning of subparagraph (A).

(C) A plan shall be considered to meet the requirements of subparagraph (A) during the
whole of any year of the plan if on one day.in each quarter it satisfies such requirements.
(D) The term “‘supplemental unemployment compensation benefits’’ means only—
.~ (i) benefits which are paid to an employee. because of his involuntary separation from
-+ the employment of the employer (whether or not such separation is temporary) resulting
directly from a reduction in force, the discontinuance of a plant or operation, or other
similar conditions, and R o :
(ii) sick and accident benefits subordinate to the benefits described in clause ().
(E) Exemption shall not be denied under subsection (a) to any organization entitled to such
exemption as an association described in paragraph (9) of this_subsection merely because
such organization provides for the payment of supplemental unemployment benefits (as
defined in subparagraph (D)(i)). o : Comadl et
(18)"A trust or trusts created before June 25, 1959, forming part. of a plan providing for the
payment of benefits under a pension plan funded only by contributions of employees, if—
~  (Ayunder the plan, it is impossible, at any time prior to_the satisfaction of all liabilities with
respect to employees under the plan, for any part of the corpus or income to be (within the
taxable year or thereafter) used for, or diverted to, ahy purpose other than the providing of
benefits. under- the plan, ) TR “ .
(B) such benefits are payable to employees-under a classification which is set forth in the
plan and which is found by the Secretary not to be discriminatory in favor of employees

- who are highly compensated employees (within the meaning of. section 414(q)),

(C) such benefits do.not discriminate in favor of employees whorare highly compensated

«  ‘employees (within the meaning of section 414(g)).: A plan. shall. not be" considered

i discriminatory within the meaning of this subparagraph merely because thé benefits received

1 “under the plan bear-a uniform relationship to the total compensation, or the basic or regular
« - rate-ofrecompensation, of the employees covered by the plan,and .. - C
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(D) in the case of a plan under which an employee may designate certain contributions as
deductible— :
(1) such contributions, do not exceed the amount with respect to which a deduction is al-
lowable under section 219(b)(3), : .
(ii) requirements similar to the requirements of section 401(k)(3)(A)(ii) are met with
respect to such elective contributions, .
(iii) [Caution: For provisions applicable to years beginning on or before December
31, 2001, see, note. below relating to amendments made by § 611(d)(3)(C) of P.L.
. 107-16.] such contributions are treated as elective deferrals for purposes of section
402(g), and
(iv) the requirements of section 401(a)(30) are met. ,
For purposes of subparagraph (D)(ii), rules similar to the rules of section 401(k)(8) shall
apply. For purposes of section 4979, any excess contribution under clause (ii) shall be treated
as an excess contribution under a cash or deferred arrangement.
(19) A post or organization of past or present members of the Armed Forces of the United
States, or an auxiliary unit or society of, or a trust or foundation for, any such post or organiza-
tion—
(A) organized in the United States or any of its possessions,
(B) at least 75 percent of the members of which are past or present members of the Armed
Forces of the United States and substantially all of the other members of which' are individu-
als who are cadets or are spouses, widows, or widowers of past of present members of the
Armed Forces of the United States or of cadets, and 3
(C) no part of the net earninigs of which inures to the benefit of any private shareholder or
individual. : : ) : e
(20) an organization or trust ¢reated or organized in the United States, the exclusive function
of which is to form part of a qualified group legal services plan or plans, within thé meaning
. ‘of section 120 An organization or trust which receives. contributions ‘because of section
120(c)(5)(C) shall not be prevented from qualifying as an organization described in this
paragraph merely because it provides legal services or-indemnification against the cost of legal
services unassociated with. a qualified group legal services plan, . ‘ :
(21)(A) ‘A trust or trusts established in writing, created or organized in the United States, and
contributed to by any person (except an insurance company) if— )
(i) the -purpose of such trust er trusts is exclusively— . - v
(I) to satisfy, in whole or in part, the liability of such person for, or with respect to,
claims for compensation for disability or death due to pneumoconiosis under Black
- Lung Acts,” ’ . _ P
(I) to pay premjums for insurance exclusively covering such liability,
(III) to pay administrative and other incidental ‘expenses of such trust in connection

with the operation of the trust and the processing of claims against such person under

. Black Lung Acts, and  ~ ol A i .
(IV) to pay accident or health benefits for retired miners and their spouses and
= dependents ‘(including administrative and other incidental expenses of such trust in
* " connection thérewith) or premiums for insurance exclusively covering such Bénefits;
(ii) no part of the assets of the trust may be used for, or diverted to, any purpose other
(D). the purposes described in clause (i), ‘ ‘ _
(IT) investment (but only. tq the, extent that the trustee determines that a portion of the
assets is not currently needed for the purposes described in clause (i)) in qualified
"investments, or : R 2 Ll T
" (IiI)’ payment into the Black' Lung Disability Trust Fund established under. section
_ 950, or into the general fund of the United ‘States Treasury (other than in satisfac-
tion of any tax or other civil or criminal liability of the person who established or
contributed to the trust), =~ ~ © - - - SR B
(B) No deduction shall be allowed under- this chapter for any payment described in
subparagraph-(A)(i)(IV) from such trust: . . ; ‘ i
- (C) Payments described in subparagraph (A)(i)(IV) may be made from such trust during a
taxable year only to the extent that the aggregate amount of such payments during such
= . taxable-year does not exceed the:lesser.of— R ety - T,
©ar o (i) the excess. (if any).(as ofrthe close.of the preceding taxable year) of—
(I) the fair market value of the assets of the trust,-over - g
v~ (I) 110 percent of the present value:of theliability described in‘subparagraph (A)(i)(I)
of such pefsorgior w0 Ll .o -

.e T
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(ii) the excess (if any) of—
(I) the sum of a similar excess determined as of the close of the last taxable e
ending before the date of the enactment of this subparagraph plus earnings thereop
as of the close of the taxable year preceding the taxable year involved, over
(I) the aggregate payments described in subparagraph (A)(i)(IV) made from the tryg
during all taxable years beginning after the date of the enactment of this SUbParagraph'
The determinations under the preceding sentence shall be made by an independent acty,
using actuarial methods and assumptions (not inconsistent with the regulations prescribeg
under section 192(c)(1)(A)) each of which is reasonable and which are reasonable in e
aggregate.
(D) For purposes of this paragraph:
(i) The term ‘‘Black Lung Acts’’ means part C of title IV of the Federal Mine Safety
and Health Act of 1977, and any State law providing compensation for disability qp
death due to that pneumoconiosis.
(ii) The term *‘qualified investments’* means—
(I) public debt securities of the United States,
(I) obligations of a State or local government which are not in default as to Principal
or interest, and
(III) time or demand deposits in a bank (as defined in section 581) or an insured
credit union (within the meaning of section 101(7) of the Federal Credit Union Act,
12 U.S.C. 1752(7)) located in the United States.
(iii) The term “‘miner’’ has the same meaning as such term has when used in section
402(d) of the Black Lung Benefits Act (30 U.S.C. 902(d)). N
(iv) The term “‘incidental expenses’’ includes legal, accounting, actuarial, and trustee
- expenses.
(22) A trust created or organized in the United States and established in writing by the plan
sponsors of multiemployer plans if—
(A) the purpose of such trust is exclusively— :
(i) to pay any amount described in section 4223(c) or (h) of the Employee Retirement
Income Security Act of 1974, and . .
(i) to pay reasonable and necessary administrative expenses in connection with the
establishment and operation of the trust and the processing of claims against the trust,
(B) no part of the assets of the trust may be used for, or diverted to, any purpose other
than— )
(i) the purposes described in subparagraph (A), or
(ii) the investment in securities, obligations, or time or demand deposits described in
clause (ii) of paragraph (21)(B),
(C) such trust meets the requirements of paragraphs (2), (3), and (4) of section 4223(b),
4223(h), or, if applicable, section 4223(c) of the Employee Retirement Income Security Act
of 1974, and g i
(D).the trust instrument provides that, on dissolution of the trust, assets of the trust may not
be paid other than to plans which have participated in the plan or, in the case of a trust
established under section 4223(h) of such Act, to plans with respect to which employers
have participated in the fund.
(23) Any association organized before 1880 more than 75 percent of the members of which are
present or past members of the Armed Forces and a principal purpose of which is to provide
insurance and other benefits to veterans or their dependents. e i
(24) A trust described in section 4049 of the Employee Retirement Income Security Act of
1974 (as in effect on the date of the enactment of the Single-Employer Pension Plan Amend-
ments Act of 1986). ,
(25)(A) Any corporation or trust which—
= " {i) has no more than 35 shareholders or beneficiaries,
(ii) has-only 1 class of stock or beneficial interest, and
(iii) is organized for the exclusive purposes of —
(I) acquiring real property and holding title to, and collecting income from, such
 property, and :
(IT) remitting the entire amount of income from such property (less expenses) to 1 or
more organizations described in subparagraph (C) which are shareholders of such
corporation or beneficiaries of such trust. )
For purposes of clause (iii), the term “‘real property’’ shall not include any interest as a
tenant in common (or similar interest) and shall not include any indirect interest.
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(B) A corporation or trust shall be described in subparagraph (A) without regard to whether
:l;:e) corporation or trust is organized by 1 or more organizations described in subparagraph
(C) An organization is described in this subparagraph if such organization is—
(i) a qualified pension, profit sharing, or stock bonus plan that meets the requirements of
section 401(a), : -
(if)- a governmental plan (within the meaning of section 414(d)),
(iii) the United States, any State or political subdivision thereof, or any agency oOf
instrumentality of any of the foregoing, or
. (iv) any organization described in paragraph (3).
(D) A corporation-or trust shall in no event be treated-as described in subparagraph (A) un-
less such corporation or trust permits its shareholders or beneficiaries— :
(i) to dismiss the corporation’s ot trust’s investment adviser, following reasonable notice,
upon a vote of the shareholders or beneficiaries holding a majority of interest in the
.corporation .or trust, and ) :
(i) to terminate their interest in the corporation or. trust by either, or both, of the follow-
ing alternatives, as determined by the corporation or trust: L
(I) by selling or exchanging their stock in.the corporation or interest in the trust
(subject to any Federal or State securities law) to any organization described in
subparagraph (C) so long as the sale or exchange does not increase the number of
shareholders or beneficiaries in such corporation or trust above 35, or
(I) 'by having their stock or interest redeemed by the corporation or trust after the
, : shareholder or beneficiary has provided 90 days notice to such corporation or trust.
~ (BXi) For purposes of this title— : “

() a corporation which is a qualified subsidiary shall not be treated as a separate
corporation, and R R

(II) all assets, liabilities, and items of income, deduction, and credit of a qualified
subsidiary shall be treated as assets, liabilities, and such items (as the case may be)
of the corporation of trust described in subparagraph (A). i

(ii) For purposes of this subparagraph, the term “‘qualified subsidiary’’ means any

corporation if, at all times during the period such corporation was. in existence, 100

“percent of the stock of such corporation is held by the corporation or. trust described in

subparagraph (A). L ; e i :

(iii) For purposes of this subtitle, if any corporation which was a qualified subsidiary

ceases to meet the requirements of clause (ii), such corponition shall be treated as a new

corporation acquiring all of its assets (and assuming all of its liabilities) immediately

before such cessation from the corporation or trust described in subparagraph (A) in

exchange for its stock. dol ' ' :
(F) For purposes of subparagraph (A), the term ‘‘real property’’ includes any personal
property which is leased under, or in connection with, a lease of real property, but only if
the rent attributablé to such personal property (determined under the rules of section
856(d)(1)) for the taxable year does not excéed 15 percent of the total rent for the taxable
year attfibutable to both the real and personal property leased under, or in connection with,
“ such lease. ® ‘ : : ‘ )

(G)(i) An organization shall not be treated as failing to be described in this paragraph merely
by reason of the receipt of any otherwise disqualifying income which is incidentally
derived from the holding of real property. . . ‘ . Sk
(ii)y Clause (i) shall not apply if the amount of gross income described in such clause
exceeds 10 percent.of the organization’s gross, income for the taxable year unless, the
organization éstablishes to the satisfaction of the Secretary that the receipt of gross
income described in clause (i) in excess of such limitation was inadvertent and reason-
able steps are being taken to correct the circumstances giving risé to such income.

(26) Any membership organization if—, SR e Thn L
(A) such organization is established by a State exclusively to provide coverage for medical
care (as defined in section 213(d)) on a.not-for-profit basis to individuals described in
subparagraph (B) through— 5 : : '
(i) insurance issued by the organization, or St
. (ii) a health maintenance organization, under an arrangement with the organization,
., (B) the only individuals receiving such coverage through the organization are individuals—
(i) who are residents of such State, and :
(ii) who, by reason of the existence or history of a medical condition— ,
" (I)-are unable to acquire medical care coverage for such condition through insurance
or from a health maintenance organization, or 1 i
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(I) are able to acquire such coverage only at a rate which is substantially in excesg

of the rate for such coverage through the membership organization,

shareholder or individual,

A spouse and any qualifying child (as defined in section 24(c)) of an individual described in
subparagraph (B) (without regard to this sentence) shall be treated as described in subparagraph
(B). ; '

(27)(A) Any membership organization if— ‘
(1) such organization is established before Jupe L, 1996, by a'State exclusively to
reimburse its members for losses arising under workmen’s compensation acts,
(ii) such State requires that the membership of such organization consist of—
(I) all persons who issue insurance covering workmen’s compeiisation losses in such

(II) all persons and governmental entities who self-insure against such losses, and
(iii) such Organization operates as a non-profit organization by—:

(D) returning surplus income to its members or workmen’s compensation policyhold-

€rs on a periodic basis, and . . : )

(I) provide workmen’s compensation insurance which is required by State law or with

respect to which State law provides significant disincentives if such insurance is not
~ purchased by an employer, and - :

(I provide related co

ance,

pointed by the chief executive officer or other executive branch official of the State, by
the State Iegislature", or by both. * -

. (28) The National Railroad Retirement Investment Trust established under section 15(j) of the
.. Railroad Retiremient Act of 1974 (45 USCS § 23In(j)). :
(d) Religious and apostolic organizations. The following Organizations are referred to in subsec-
tion (a): Religious or apostolic associations or corporations, if such associations Or corporations
have a common treasury or community treasury, even if such associations or corporations engage
in business for the common benefit of the members, but only if the members thereof include (at
the time of filing their returns) in their gross income their entire pro rata shares, whether distributed
or not, of the taxable income of the association or corporation for such year. Any amount so
included'in thé gross income of a member shall be treated as a dividend received.
(e) Cooperative hospital service organizations. Fot purposes of this title, anl otganization shall
be treated as’ gn'orgz’i,ni'zati(in organized and operated exclusively for charitable purposes, if—
(1) such organization is organized and operated solely— '
(A) to perform;, on 2 -centralized basis, one or more of the following services which, if
performed on its own behalf by a hospital which is an organization described in subsection
(©)(3) and exempt from taxation under subsection (a), ‘would constitute activities in exercis-
ing or performing the purpose or ‘function constituting the basis for jts exemption: data
processing, purchasing (including the purchasing of insurance on a group basis), warehous-
ing, billing and collection (including the purchase of patron accounts receivable on a

“(i) an organization described in subsection (©)(3) which is exempt from taxation under
subsection (a), .
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